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INFO OCT-01 ISO-OO SP-02 AID-05 EB-07 NSC-05 CIEP-01 
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FRB-03 INR-07 NSAE-00 USIA-06 XMB-02 OPIC-03 LAB-04 

SIL-01 AGR-05 FEA-01 /084W 

004791 

R 290529Z AUG 75 
FM AMEMBASSY TEHRAN 
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INFO AMEMBASSY ABU DHABI 
AMEMBASSY MANAMA 
AMEMBASSY BEIRUT 
AMEMBASSY CAIRO 
AMEMBASSY DAMASCUS 
AMEMBASSY DOHA 
AMEMBASSY IIDDA 
AMEMBASSY KABUL 
AMEMBASSY KUWAIT 
AMEMBASSY MUSCAT 
USINT BAGHDAD 

LIMITED OFFICIAL USE SECTION 1 OF 2 TEHRAN 8447/1 

DEPARTMENT PASS USDOC 

E.O.l 1652: N/A 
TAGS: BEXP, EIND, IR 

SUB J : BUSINESS COMMUNITY REACTION TO INTENSIFICATION 
OF ANTI-PROFITEERING DRIVE 

1 BEGIN SUMMARY: TEHRAN'S BUSINESS COMMUNITY IS CURRENTLY 
SUFFERING FROM A CASE OF BADLY I ANGLED NERVES AS IT TRIES TO 
COPE WITH THE GOVERNMENT'S ENERGETIC ANTI-PROFITEERING DRIVE. 
PRICES OF HUNDREDS OF COMMODITIES HAVE BEEN CUT, OFTEN 
ARBITRARILY OR WITHOUT REFERENCE TO ACTUAL COSTS; THOUSANDS 
LIMITED OFFICIAL USE 
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OF ALLEGED PRICE CONTROL VIOLATORS HAVE BEEN FINED AND/OR 
.TAILED- WE HEAR RELIABLE REPORTS (DENIED BY THE GOVERNMENT) 
THAT SEVERAL MILLION DOLLARS OF IMPORTS HAVE BEEN CANCEL- 
LED BY MERCHANTS NOW FACED WITH NARROWED PROFIT MARGINS. 
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WHATEVER THE SEVERITY OF THE ANTI-CORRUPTION CAMPAIGN MAY 
BE IN THE MONTHS AHEAD, IT APPEARS THAT THE GOVERNMENT'S 
ANTI-PROFITEERING STANCE HAS BECOME A PART OF THE LAND- 
SCAPE HERE FOR THE FORSEEABLE FUTURE. END SUMMARY. 

2. THE TEHRAN BUSINESS COMMUNITY, BOTH IRANIAN AND FOREIGN, 
HAS BEEN BADLY SHAKEN IN RECENT WEEKS BY THE GOVERNMENT'S 
CRACKDOWN ON PROFITEERS. THIS ENFORCEMENT ACTION, WHICH 
HAS BEEN SURPRISINGLY RIGOROUS, HAS BEEN UNDERWAY FOR 
APPROXIMATELY TWO MONTHS. SOME 25,000 PERSONS-INDUSTRIALISTS, 
SHOPKEEPERS, MERCHANTS LARGE AND SMALL- HAVE BEEN DETAINED 
OR SENTENCED TO JAIL. ACCORDING TO SOME OF OUR SOURCES, 

THE GOVERNMENT'S ACTION IS MATCHED IN SEVERITY ONLY BY 
THE SHAH’S LAND REFORM PROGRAM WHICH BEGAN IN 1962. IT 
IS CLEAR THAT THE GOVERNMENT IS DETERMINED, ALMOST AT ANY 
COST, TO BRING DOWN PRICES -PARTICULARLY OF FOODSTUFFS, 
CONSTRUCTION MATERIALS AND CLOTHING. IT IS POSSIBLE, EVEN 
PROBABLE, THAT THE PRICE CONTROL AUTHORITIES MAY IN SOME 
INDIVIDUAL CASES HAVE EXCEEDED WHAT THEIR SUPERIORS PRE- 
CISELY INTENDED. NONETHELESS, IT IS EQUALLY CLEAR THAT THE 
UNEXPECTED ARREST AND CONVICTION OF SOME OF TEHRAN'S 
LEADING BUSINESS FIGURES (VAHABZADEH, BMW DISTRIBUTOR; 
ALGHANIAN, PLASTIC MANUFACTURER; KASHANI, SUPERMARKET 
OWNER) WERE PROBABLY DIRECTED BY THE PALACE ITSELF. AS 
ONE WELL-PLACED SOURCE REMARKED TO US, "A LOT OF OLD 
SCORES ARE BEING SETTLED, SOMETIMES RATHER BRUTALLY." 

3. THERE ARE FEW WHO CONDEMN THE GOVERNMENT’S DECISION 
TO DO SOMETHING ABOUT HIGH PRICES. NO ONE SEEMS TO 
DISPUTE THE OFFICIAL VIEW THAT PRICE GOUGING HAD BECOME 
WIDESPREAD IN IRAN AND THAT THE AVERAGE CITIZEN HAD 
COME UP AGAINST THE WALL FINANCIALLY. BUT THE MANNER 

IN WHICH THE GOVERNMENT HAS GONE ABOUT ITS ENFORCEMENT 
ACTIVITIES FALLS SHORT OF DUE PROCESS EVEN BY PERSIAN 
STANDARDS. FOR EXAMPLE, UNANNOUNCED VISITATIONS BY THE 
PRICE CONTROL INSPECTORS, SOMETIMES IN THE MIDDLE OF THE 
NIGHT, HAVE CREATED CONSIDERABLE APPREHENSION THROUGHOUT 
LIMITED OFFICIAL USE 
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TEHRAN'S WHOLESALE AND RETAIL TRADE. ATTORNEYS HAVE NOT 
BEEN ALLOWED TO PLEAD EXTENUATING CIRCUMSTANCES ON BEHALF 
OF THEIR ACCUSED CLIENTS NOR ARE APPEALS POSSIBLE. 

FINES AND/OR PRISON SENTENCES HAVE BEEN SWIFTLY 
IMPOSED. A FREQUENT COMPLAINT HEARD IS THAT MANY 
SUBSTANTIAL AND HITHERTO INFLUENTIAL MERCHANTS HAVE BEEN 
PICKED UP FOR ACTS COMMITTED BY SUBORDINATES FAR DOWN 
THE LINE. FOR INSTANCE, ONE LARGE TEHRAN MANUFACTURER 
CAME UNDER THE BALEFUL EYE OF THE PRICE COMMISSION AND 
WAS SUBSEQUENTLY HEAVILY FINED BECAUSE ONE OF HIS SOFT 
DRINK ROUTE SALESMEN IN TABRIZ HAD BEEN OVERCHARGING 
CUSTOMERS BY ONE OR TWO RIALS. ARBITRARINESS CHARACTERIZES 
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MUCH OF WHAT THE PRICE CONTROL AUTHORITIES DO. FOR 
INSTANCE, WE HEAR THE STORY THAT ONE DAY LAST WEEK WHEN 
TEHRAN'S MAYOR WAS TOLD BY A SHOPKEEPER THAT THE ITEM 
HE WISHED COST 13 RIALS, THE MAYOR IMMEDIATELY DIRECTED 
THAT ITS PRICE BE REDUCED TO 8 RIALS. ALTHOUGH THE SHOP 
KEEPER WAS ABOE TO PRODUCE AN INVOICE SHOWING THAT THE 
ITEM IN FACT COST HIM 13 RIALS, THE MAYOR STUCK TO HIS 
DECISION. WHETHER TRUE OR NOT, SUCH STORIES AS THIS 
ARE COMING TO BE WIDELY BELIEVED IN TEHRAN. THE GOVERN- 
MENT'S PRICE CONTROL APPARATUS-BASICALLY INSPECTORS AND 
MOBILE TRIBUNALS ATTACHED TO THE MINISTRY OF COMMERCE- 
HAS ALSO BEEN REINFORCED BY LARGE NUMBERS OF STUDENTS 
AND SOME HOUSEWIVES WHO VIST SHOPS TO CHECK ON PRICES. 

A PARTICULARLY DISQUIETING PORTENT FOR THE FUTURE, AS 
SEEN BY MANY BUSINESSMEN, IS THE SHAH'S WARNING THAT THE 
ANTI-PROFITEERING CAMPAIGN WILL GVE GIVEN TO THE ARMED 
FORCES IF THE CIVILIAN AGENCIES LAG INTHEIR EFFORTS. 

4. NATURALLY, THE GOVERNMENT IS CLAIMING THAT ITS WAR 
ON HIGH PRICES IS GOING WELL. IN A PRESS CONFERENCE ON 
AUGUST 26, THE DEPUTY GOVERNOR OF THE CENTRAL BANK OF 
IRAN (JALIL SHORAKA) RELEASED FIGURES SHOWING THAT WHOLE- 
SALE PRICES DECLINED 2.8 PERCENT AND RETAIL PRICES 2.2 
PERCENT FOR THE IRANIAN MONTH WHICH ENDED AUGUST 22 AS 
COMPARED WITH PREVIOUS MONTH. A 2-3 PERCENT DECLINE 
IN RETAIL PRICES IN OTHER URBAN CENTERS WAS ALSO CLAIMED. 
ACCORDING TO THE DEPUTY GOVERNOR, VIRTUALLY ALL SECTORS. 
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AMEMBASSY JIDDA 
AMEMBASSY KABUL 
AMEMBASSY KUWAIT 
AMEMBASSY MUSCAT 
USINTO BAGHDAD 

LIMITED OFFICIAL USE SECTION 2 OF 2 TEHRAN 8447/2 

DEPARTMENT PASS USDOC 

REGISTERED PRICE DECLINES-FOODSTUFFS, CONSTRUCTION 
MATERIALS, CLOTHING, METAL GOODS AND MACHINERY. THE 
GOVERNMENT'S PRICE INTELLIGENCE CENTER ANNOUNCED THAT 
9,01 1 CONSUMER ITEMS HAD BEEN OFFICIALLY PRICE-FIXED AND 
A LIST OF 7,824 OF THESE WILL BE MADE PUBLIC AUGUST 27. 

WHEN VIEWED AGAINST ALMOST THREE YEARS OF STEADILY 
RISING PRICES EVERYWHERE IN THE ECONOMY, THE DEPUTY 
GOVERNOR S CLAIM, PROBABLY ACCURATE, WILL BE GRATEFULLY 
RECEIVED BY THE CONSUMERS. 
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5. THE EMBASSY HAS RECEIVED A NUMBER OF REPORTS THAT 
IRANIAN IMPORTERS HAVE BEGUN CANCELLING OVERSEAS ORDERS 
BECAUSE OF PRICE CONTROL ENFORCEMENT. WE ARE TOLD THAT 
LETTERS OF CREDIT ARE BEING ALLOWED TO LAPSE AND THAT 
MERCHANTS ARE FOLLOWING A WAIT-AND-SEE ATTITUDE. IT IS 
IMPOSSIBLE TO ESTIMATE THE AMOUNTS INVOLVED IN THESE 
CANCELLATIONS; WE ARE TOLD THAT THE FIGURE RUNS TO 
SEVERAL MILLION DOLLARS. AMONG THOSE ITEMS FOR WHICH 
IMPORT ORDERS ARE KNOWN TO HAVE BEEN CANCELLED ARE AUTO- 
MOTIVE PARTS, FOUNTAIN PENS AND TOOLS. OBVIOUSLY, IF A 
WAVE OF IMPORT CANCELLATIONS DOES DEVELOP, THERE WILL BE 
SERIOUS COMMODITY SHORTAGES IN THE COUNTRY WITHIN FOUR 
TO SIX MONTHS. 

6. WITHIN THE MANUFACTURING SECTOR, PRICE CONTROL 
ENFORCEMENT HAS BEEN UNEVEN. FOR INSTANCE, WHEN THE 
GOVERNMENT ANNOUNCED THAT THERE WOULD BE NO FURTHER 
DECREASES IMPOSED ON THE PRICE OF VEGETABLE SHORTENING, 
WHOLESALE DELIVERIES PICKED UP AS RET A TIERS BECAME 
CONFIDENT THAT THEY WOULD NOT BE STUCK WITH LARGE IN- 
VENTORIES WHICH COULD ONLY BE SOLD AT PRICES BELOW COST. 
ON THE OTHER HAND, THE WHOLESALE TRADE IN SYNTEHETIC 
DETERGENTS (LARGELY DOMINATED BY A PROCTOR AND GAMBLE 
JOINT VENTURE) HAS BEEN LANGUISHING SINCE THE GOVERNMENT 
REFUSES TO STATE FOR THE RECORD THAT THERE WILL BE NO 
FURTHER PRICE CUTS ORDERED FOR THIS PRODUCT. VIRTUALLY 
ALL OUR SOURCES INSIST THAT THE NUMBER OF FIRMS OPERATING 
AT A LOSS AS A RESULT OF ARBITRARY PRICE CONTROL DECISIONS 
IS INCREASING. SOME MANUFACTURERS OF INTERMEDIATE PRO- 
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DUCTS WERE GRANTED PRICE INCREASES OF 15 PERCENT SOME 
MONTHS AGO, WHICH WERE IN TURN PASSED ON TO THE MANU- 
FACTURERS OF THE FINISHED PRODUCT. THE LATTER WERE 
SUBSEQUENTLY NOT ONLY DENIED THEIR PRICE INCREASES BUT 
NOW MUST ROLL BACK THE PRICE OF THE FINISHED PRODUCT. IT 
IS THIS HIGH DEGREE OF UNCERTAINTY IN THE MARKET PLACE 
WHICH IS THE MOST CONSPICUOUS DIMENSION OF THE CLOUD 
WHICH HAS SETTLED OVER THE BUSINESS COMMUNITY. TIGHT 
MONEY. PORT CONGESTION AND MANPOWER SHORTAGES ALSO MAKE 
THEIR CONTRIBUTION TO THE GENERAL BUSINESS MALAISE. 

7. IN ANSWERING QUESTIONS DURING HIS AUGUST 26 PRESS 
LIMITED OFFICIAL USE 
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CONFERENCE, HE DEPUTY CBI GOVERNOR FLATLY DENIED THAT 
THERE HAD BEEN ANY DOWNTURN IN THE PLACING OF OVERSEAS 
ORDERS. HE ALSO TOOK THE SAME LINE PRIVATELY WITH AN 
EMBASSY OFFICER BUT DID HINT THAT CONDITIONS IN THE PORT 
HAD CAUSED, PERHAPS, "A LEVELING OFF" IN OVERSEAS ORDERS. 

AS NOTED ABOVE, THE EMBASSY'S INFORMATION IS TO THE CONTRARY. 
FURTHER, WE HAVE BEEN TOLD THAT THE OPENING OF LETTERS OF 
CREDIT IS RUNNING 50 PERCENT BELOW THE NORM. BANK MELLI, 

THE LARGEST COMMERCIAL BANK IN IRAN AND A STATE-OWNED 
ENTITY, IS HOLDING NEARLY $3 MILLION WORTH OF PROTESTED 
PROMISSORY NOTES, I.E., COMMERCIAL LOANS ARE GOING INTO 
DEFAULT AS AN OUTGROWTH OF DECLINING SALES. 

8. AMONG THE MANY BUSINESSMEN WITH WHOM THE EMBASSY HAS 
SPOKEN IN RECENT DAYS, NOT A SINGLE ONE WOULD VENTURE AN 
OPINION AS TO WHEN THE GOVERNMENT WOULD EASE ITS CRACK- 
DOWN. A FEW STRIKE A GUARDEDLY OPTIMISTIC NOTE ON WHAT 
THE FUTURE HOLDS BUT ALL CONCEDE THAT A STRONG GOVERN- 
MENT PRICE CONTROL POLICY IS NOW A PERMANENT PART OF THE 
ECONOMIC SCENE IN IRAN. UNDOUBTEDLY, THE BUSINESS 
COMMUNITY WILL IN TIME ADJUST TO THE CHANGED SITUATION, 

BUT THE PROCESS WILL BE A PAINFUL ONE FOR SOME. THE 
MINISTER OF COMMERCE, IN ADDRESSING A GROUP OF PROMINENT 
IRANIAN BUSINESSMEN A FEW DAYS AGO, MADE IT CLEAR THAT 
THE GOVERNMENT WOULD NO LONGER TOLERATE PROFITEERING. 

IN A PRESS INTERVIEW ON AUGUST 27, THE SHAH DESCRIBED 
PROFITEERING AS A "FILTHY PRACTICE THAT WILL BE UP ROOTED 
FROM IRAN." FINALLY, OF COURSE, PRICE CONTROL AND THE 
GOVERNMENT'S ANTI-PROFITEERING STANCE HAVE NOW BEEN 
ENSHRINED AS THE FOURTEENTH PRINCIPLE OF THE SHAH-PEOPLE 
REVOLUTION (TEHRAN 7657). 

HELMS 
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